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COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION
AT RI CHVOND, JANUARY 15, 2003
APPLI CATI ON OF

VI RG NI A GAS PI PELI NE COVPANY

CASE NO. PUE- 2001- 00359
For an Annual
I nformational Filing

ORDER ADOPTI NG RECOMMENDATI ONS
AND DI SM SSI NG PROCEEDI NG

On January 22, 2002, Virginia Gas Pipeline Conpany ("VGPC'
or the "Conpany"), by counsel, filed a notion with the State
Cor poration Comm ssion ("Comm ssion") to request additional tine
in which to file its Annual Informational Filing ("AlF")
contai ning financial and operating data for 2001. Inits
notion, VGPC noted that the Comm ssion has previously granted
t he Conpany an extension for its AIF in the Comm ssion's
July 12, 2001, Order entered herein. The Conpany asserted that
it required a further extension beyond February 27, 2002, to
May 31, 2002, to gather the appropriate information for filing
its AlF.

On January 28, 2002, the Comm ssion entered an O der
wherein, anong other things, it granted VGC s request for an
extension of tine, and directed the Commi ssion to file its 2001
Al F using the test period January 1, 2001, through Septenber

2001, for all of its AIF Schedules, with the exception of


http://www.state.va.us/scc/contact.htm#General

Schedul es 9, 10, and 12, by no later than May 31, 2002. As to
Schedul es 9, 10, and 12, the Comm ssion directed the Conpany to
file these Schedul es using the twel ve nont hs endi ng

Sept enber 30, 2001, as the test year for these Schedul es.

On June 5, 2002, VGPC delivered its AIF for the year 2001.
On June 7, 2002, VGPC, by counsel, filed a notion requesting
that its filing be received out of tine. To support its
request, the Conpany alleged that it was unable to file its 2001
AlF on May 31, 2002, because of extenuating famly circunstances
experienced by its regulatory conpliance officer.

On June 14, 2002, the Conm ssion issued its O der and
granted VGPC s request to receive the Conpany's AlIF out of tine
subject to a further determ nation concerning the conpl et eness
of the docunments acconpanying the AlIF, and subject further to
VGPC conpl eting Schedules 9, 10, and 12, by providing data for
the twel ve nonths endi ng Septenber 30, 2001.

The Conpany's application was determned to be conplete on
July 17, 2002. This application included financial and
operating data for the twelve nonths ended Septenber 30, 2001,
for Schedules 9, 10, and 12. The remai ning Schedul es were
provi ded for the nine nonths ended Septenber 30, 2001.

On Decenber 11, 2002, the Staff filed its Report on the
captioned application. Staff noted in its Report that it

enpl oyed a 13.5% return on equity for illustrative purposes



only. It explained that in VGC s application for certificates
of public conveni ence and necessity for the Conpany's storage
and pipeline facilities, the Conpany assuned a cost of equity of
13. 5%

The Staff used the consolidated capital structure of NU
Corporation ("NU") in its Report because NU is the ultinmate
source of market capital available to VGPC. Prior to NU's
acqui sition of Virginia Gas Conpany ("VGC'), VGC s parent, and
VGPC, VGC was the entity whose capital structure Staff used for
rat emaki ng purposes. After NU's acquisition of VG and VGPC,
NUl becane the entity that accessed capital markets to supply
capital to VGPC. Consistent with the change in ownership and
Staff's general position regarding capital structures, Staff
used NUI's consolidated capital structure for purposes of its
Report. This capital structure has an equity ratio of 38.59%
and produces a cost of capital of 7.69% for the test year.

Staff reported that NU's capital structure was not
significantly different fromthe consolidated VGC capital
structure, which has an equity ratio of 36.88% and produces and
overall cost of capital of 7.58% Staff requested that, inits
next AlF, the Conpany file Schedules 1, 2, and 3, required by
the Rules Governing Utility Rate Increase Applications and
Annual Informational Filings, 20 VAC 5-200-30 et seq., adopted

in Case No. PUE-1999-00054 ("Rate Case Rules"), by including



information for the test year and the four prior fiscal years
for VGPC and NU

In its accounting analysis, the Staff noted that it had
reached an agreenent that had been accepted by the Comm ssion in
Case No. PUE-1998-00627 regarding the treatnent of capitalized
interest. Based on Staff's analysis of the Conpany's earnings
for the test year, the Conpany had not recovered its interest
costs. Staff used the agreed upon nethodol ogy from Case No.
PUE- 1998- 00627 to calculate a jurisdictional anount of
capitalized interest to be renoved fromrate base. In its
adj ust ment, VGPC renoved $647,471 of cunul ative jurisdictional
capitalized interest fromrate base, using the agreed upon
nmet hodol ogy versus Staff's adjustnent of $647,605. According to
Staff, the difference between the Conpany's and Staff's
adj ustnents was created by VGC s use of incorrect plant and
construction work in progress allocation factors.

Staff al so comrented that the agreed upon treatnent
regarding capitalized interest is an exception to the
Commi ssion's | ong standi ng approach regarding capitalized
interest. Staff acknow edged that there may cone a tine when it
may no | onger be appropriate to capitalize VGPC s interest. It
observed that inclusion of capitalized interest in VGPC s rates
shoul d continue to be scrutinized in VGPC s next AIF or rate

case, and that the Conpany should reflect capitalized interest



at a level consistent with the use of the agreed upon
nmet hodol ogy in its future filings.

As to the Conpany's earnings test, the Staff noted that
VGPC i s not earning above the 13.50% return on equity benchmark
that Staff has used in prior AlFs. Additionally, Staff did not
recormend any wite-off of the Conpany's regul atory assets
related to Segnent 5 of the Conpany's P-25 Pipeline.

Further, Staff noted that on Septenber 6, 2002, the
Comm ssion issued an Order Granting Approval in Case No. PUA-
2001- 00041 dealing with approval of a conprehensive affiliate
agreenent anong VGPC, VGC, Virginia Gas Storage Conpany ("VGSC')
and Virginia Gas Distribution Conpany. Since the Order Granting
Approval was issued at the end of the Conpany's pro forma year,
Staff did not nake any adjustments to cost of service for the
expenses related to the approval of the agreenent. Staff
recommended that in the Conmpany's next AIF for the test year
ended Septenber 30, 2002, the Conpany should reflect adjustnents
to VGPC s cost of service and rate base that incorporate the
di stribution of costs specified in the Septenber 6, 2002, Order.

Staff's Report also noted that on August 30, 2002, VGPC
Saltville Gas Storage Conpany, L.L.C., NU Saltville Storage,
Inc., and VGC filed an application with the Conm ssi on pursuant
to Chapters 4 and 5 of Title 56 of the Code of Virginia. This

application requested authority for the conpanies to transfer



and receive certain assets fromboth regul ated and non-regul at ed
affiliated entities of VGPC and for a reduction in service
territory.

On Novenber 22, 2002, the Conm ssion issued its O der
Granting Authority in the application docketed as Case No. PUE-
2002- 00458. The Commi ssion instructed the Staff to address the
transfer process for the subject real property and assets in the
Conpany's next rate proceeding. Staff noted its intent to
address these issues in the first AIF or rate case follow ng the
transfer of the assets and recommended that VGPC include with
its next AIF or rate application all journal entries nade to
reflect the transfer of assets and real property, as well as the
justification supporting the transfer price of the assets
transferred in that case.

Finally, Staff also recommended that the Conpany capitalize
property taxes on anounts relating to its property under
construction.

In a letter filed with the Comm ssion on January 7, 2003,

t he Conpany, by counsel, advised that VGPC did not intend to
file a response to the Decenber 11, 2002, Staff Report.

NOW UPON CONSI DERATI ON of VGPC s application, the Staff
Report, and the applicable statutes, the Comm ssion is of the
opinion and finds that the Staff's recomrendati ons found in the

Decenber 11, 2002, Report should be adopted, and this



application should be disn ssed fromthe Conm ssion's docket of
active proceedings.

Accordingly, IT IS ORDERED THAT:

(1) Consistent with the findings made herein, the
reconmendations set out in the Staff's Decenmber 11, 2002, Report
are hereby adopt ed.

(2) VGPC shall file Schedules 1, 2, and 3, in any future
Al F consistent with the Conmi ssion's Rate Case Rul es by
including information for the test year and the four prior
fiscal years.

(3) VGPC shall reflect adjustnents to cost of service and
rate base in its subsequent AlFs or its next rate application
that incorporate the distribution of costs specified in the
Comm ssion's Septenber 6, 2002, Order Granting Approval, entered
in Case No. PUA-2001-00041.

(4) Consistent with the Staff's recommendati on, the
Conpany shall include with its next AIF or rate application al
journal entries nmade to reflect the transfer of assets and real
property addressed in Case No. PUE-2002-00458, together with the
justification of the transfer price.

(5) The Conmpany shall reflect capitalized interest at a
|l evel that is consistent with the use of the agreed upon
nmet hodol ogy for capitalized interest reached in Case No. PUE-

1998- 00627 in future AlFs.



(6) VGPC shall capitalize property taxes on anmpbunts
relating to property under construction, consistent with the
reconmendations in the accounting analysis in the Decenber 11,
2002, Staff Report.

(7) There being nothing further to be done in this
proceedi ng, this application shall be dism ssed fromthe
Comm ssion's docket of active proceedings and the papers filed

herein placed in the Comm ssion's files for ended causes.



